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EDITOR'S NOTES 





Your editor takes great pleasure in announcing the following additions to the 
Technical Notes Staff: 
Renresenting: Cleveland Chapter 
Vince E. Nosan 
The Ohio Rubber Company 
Willoughby, Ohio 





Representing: Milwaukee Chapter 
Paul W. Linton 
S.C. Johnson & Son, Inc. 
Racine, Wisconsin 





Representing: New York Chapter 
Edwin M. Patterson 
J. P. Stevens Co., Inc. 
New York 36, N. Y. 





Representing: Philadelphia Chapter 
Charles A. Pfahler 
Sun Oil Company 
Philadelphia, Pennsylvania 





It is hoped that the members of the above Chapters will contact these indi- 
viduals and inquire how they may be of assistance in making Technical Notes an 
effective instrument of the National Society for Business Budgeting. 

ek ek Oe OR OR 

Some of us, perhaps, have wondered why members of the National Society 
for Business Budgeting seem to take a more active personal interest in the affiars 
of its organization than do the average members of other accounting organizations. 

One reason, I am Sure, is the stimulating association with other members 
who see the much more important aspects of the application of accounting skills and 
techniques than the recording and summarizing of business facts. 

The late Justice Holmes said “The significance of facts is more important 
than the facts themselves, and if we know the significance we may even forget 
the facts.” 

Modern budgeting is of little value unless the true significance of what we 
are doing is intelligently interpreted and made available for management use. 

Yet many accountants, controllérs, or chief accounting officers (and even 
some budget officers) in someof our business enterprises are concerned more with 
the instruments of accounting than with its objectives, being too often tinkerers of 


records instead of professional men concerned with the attainment of management 
goals. 
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Accounting fails to adequately serve management when it continues to con- 
centrate its energies on recording, classifying, and summarizing business data (the 
historical aspect) to the exclusion of the more significant activity of interpreting the . 
results (the service function). It was given prominence in 1941 when the American 
Institute of Accountants amended its definition of accounting to include the phrase 
“and interpreting the results thereof.” 

It is even more important today than it was formerly to correctly determine 
the results that may be expected from a course of action or inaction. Before the 
NewDeal worries of business were mainly concerned with competition and the weather. 
Today, these are of lesser importance. All business now both large and small is 
concerned with a multiplicity of rules, regulations, restrictions, inhibitions, arbi- 
trations, priorities, licenses, decisions, hearings, indictments, controls, de-controls, 
Stabilizations, etc. Then there are tax problems, local, state and federal, and on top 
of all that the continued invasion of Government into competition with business on a 
Scale broader than ever before. 

In this issue is an article entitled “Budgets and the Certified Public Account- 
ant” which should be of special interest to those in public accounting practice. It 
Suggests that the Public Accountant has a great opportunity, if not a duty, to furnish 
competent consulting service in budgeting to his clients. 

It is my opinion, such service will be rendered to business and it is hoped 
that such service will be in the hands of individuals or groups with the integrity, 
training, and discipline usually associated with those in practice as Certified Public 
Accountants. 

Perhaps we are getting just a little too serious, sometimes a bit of humor 
will put oer an important point more successfully than a belabored dissertation eo 
of facts we know are true but do not always face squarely. Elsewhere in this issue 
is a “Businessman’s Vocabulary.” I am sure that you will find several cases of 
“truth hidden in jest.” One of the definitions I like is one for “A Conference -- 
“A place where conversation is substituted for the dreariness of labor and the lone- 
liness of thought.” 

The December issue will report on “The Outlook for 1954,” and also an 
analysis of the forecast made last year. It is hoped that a number of chapters of 
the National Society for Business Budgeting will contribute their findings to Technical 
Notes so that a broad coverage may be incorporated in Technical Notes Forecast 
of Business Conditions in 1954. 


THE BUDGET -- A TOOL OF COORDINATION AND CONTROL 








BY HENRY P. DEVER 
Minneapolis - Honeywell Regulator Company 


To most people the very word budget has a nasty connotation. Many people 
think of a budget as an invisible but invinetble prison. It implies walls of neatly 
arranged mathematical figures which confine those who must live within the budget 
just as effectively as though made of concrete and steel. When properly developed 
and applied, however, a budget not only becomes a useful management control tool, 
but also a humanizing influence in business. 

If your budget is to serve as a control, it should be set up so that it follows @ 
responsibility and authority as delegated. Very close correlation of the organization 
chart and the budget is therefore essential. It is almost axiomatic that when such 
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delegation occurs, partial control over and responsibility for some segments of the 
company’s income and expenditures goes with it. 


If the budget sets out its figures in the same groupings that occur in the 
organization, the element of control is simple and ready at hand; if it cuts across 
group, department, or divisional lines so that figures include, say, people from 
more than one responsibility or functional group, the ability to hold a single pe: - 
son in each organizational group accountable for actual results is compromised. 
The effective use of the budget as a management tool, then, is related to the manner 
in which it is planned and set »p. 

At our plant the comptre lic r and his accountants go to each division group 
head and, sitting around the table, discuss with him the coming period. That is 
using the budget as a management tool even before it is a whole-cloth document 
and an approved yardstick for future performance. Several significant things occur 
in this initial process. The first is that each division head has put his own mind to 
work examining his present situation and the future. You will have no trouble in 
recognizing the coordination and the . nderstanding thus gained at lower echelons of 
management, and the feeling of belonging to the management team that can and does 
come from such a simple process. 

The second point is the fact that, having participated intimately in the develop- 
ment of his own budget, the group or division head is committed in advance to meeting 
or beating it. He does not resist it as a superimposed control. Equally important, 
every level of management is made aware of the company’s over-all goals, and 
knowing them, can promote coordination in interdepartmental relations that more 
completely insures reaching these goals. 

If you haven't started a budget system in your organization, you will suffer a 
lot of headaches when you do. Naturally, you won't get a perfect budget the first time. 
Start simply -- make the budget an understandable and usable tool. Remember, a 
budget that can’t be understood at all management levels won't serve its purposes. 
It follows that the various levels of management must be accorded the necessary 
education on their aspects of the budget and the plans in back of broad company policy. 

It is our practice to revise our forecasts and budgets each quarter. Every 
month, however, we measure our relationship of actual to forecast or budget. Each 
group or division head knows shortly after the close of the month how his group 
came out in relation to budget. If his expenses show an upward trend, he must con- 
sider whether this was the result of Some temporary condition or whether corrective 
action is required. If the latter, he takes it. 

If one or more accounts show consistent ability to get along with less money 
than was budgeted, the next revision of the budget will remove the excess. On the 
other hand, if a division head runs over his budget and after proper study concludes 
that realistic expenditures are going to continue above budget, the next quarterly re- 
vision will provide a higher base. It is not practical! to set limits at short~change 
real needs of expenditure. If on scrutiny it develops that a man should be givena 
budget increase, we believe in scratching around to find the necessary money for him. 

Out of the studies of our budget we develop profit and loss forecasts. They 
are the real end-point of both sales forecasts, which establish estimated income, 
and budgets, which establish estimated outgo. The proposed income and expenditures 
tables, when finally put together by our comptroller, make up a budget, but not neces- 
sarily the budget. These figures come to the president’s desk for final scrutiny, at 
which time profit and loss is also submitted. 

It is at this stage of the game that the old crystal ball must be in first-class 
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working order, for your budget and sales forecast not only can point the road you are 
following, but can spotlight the turns and rough spots and give ia an opportunity to 
plan ahead to avoid them. Or you can do a little trouble-chasing before ade 
serious has had much time to develop. Such reports also point up those operations 
which are running along as scheduled, thus saving a lot of worry and needless effo vite 

In many of the accounts which you will wish to budget and control, there me) 
be merit in comparing the figures, both budget and actual, to some base to on 
they should relate. As examples, we would compare to standard labor the factory 
supervision accounts -- stores and stock handling, tool and die maintenance, produc- 
tion control, shipping and receiving, industrial engineering, set-up labor, salvage 
and re-run labor, etc. 

In the case of other accounts, we think that comparisons to sales data are 
more significant. As sales data we include billings. The kind of budget accounts 
which we compare to a base of billings are such figures as all sales accounts, re- 
Search and development engineering, patents, order and billing accounts, telephone 
telegraph, accounting and payroll costs, etc. . 

In all comparisons, the base to be selected for comparison is the one against 
which a comparison will be most likely to be significant. Using such comparisons 
or ratios in percentages has the value of showing readily whether fluctuations which 
will occur in dollar figures are justified in the fluctuations of the base as over-all 
volume of sales and production goes up and down. As the budget becomes older in 
point of use, the historical background of these ratios and percentages becomes a 
valuable hindsight that assists the current budgeting processes and the control func: 
tion for which it was established. 

A Budget is a valuable modern tool of management, but the details should 
be worked out in relation to a specific company, and to the extent that it can and will 
be used in that company. I feel sure that those who have set up a budget with the 
thought of using it as a means of control and coordination, and who have worked 
their plan as they planned their work, will agree that it is an indispensable manage- 
ment tool. 
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BUSINESSMAN’'S VOCABULARY 


A PROGRAM - Any assignment that can’t be completed by one telephone call. 

TO EXPEDITE - To confound confusion with commotion. 

CHANNELS - The trail left by inter-office memos. 

CO-ORDINATOR - The guy who has a desk between two expediters. 
CONSULTANT (OR EXPERT) - Any ordinary guy more than 50 miles from home. 
TO ACTIVATE - To make carbons and add more names to the memo. 


TO IMPLEMENT A PROGRAM - Hire more people and expand the office. 
UNDER CONSIDERATION - Never heard of it. 
UNDER ACTIVE CONSIDERATION - We're looking in the files for it. 


A MEETING - A mass mulling by master-minds. 


A CONFERENCE - A place where conversation is substituted for the dreariness of 
labor and the loneliness of thought. 


TO NEGOTIATE - To seek a meeting of minds without a knocking together of heads. 
RE-ORIENTATION - Getting used to working again. 

RELIABLE SOURCE - The guy you just met. 

INFORMED SOURCE - The guy who told the guy you just met. 

UNIMPEACHABLE SOURCE - The guy who started the rumor originally. 


A CLARIFICATION - To fill in the background with so many details that the 
foreground goes underground. 


WE ARE MAKING A SURVEY - We need more time to think of an answer. 
NOTE AND INITIAL - Let’s spread the responsibility for this. 

S<E ME, OR LET’S DISCUSS - Come down to my office, I'm lonesome. 
LET’S GET TOGETHER ON THIS - I'm assuming you're as confused as I am. 


GIVE US THE BENEFIT OF YOUR PRESENT THINKING - We'll listen to what 
you have to say as long as it doesn’t interfere with what we've already 
decided to do. 


WILL ADVISE YOU IN DUE COURSE - If we figure it out, we'll let you know. 


TO GIVE SOMEONE THE PICTURE - A long, confused and inaccurate statement 
to a newcomer. 


SPEARHEAD THE ISSUE - You be the goat. 
POINT UP THE ISSUE - To expand one page to fifteen pages. 
THE ISSUE IS CLOSED - I'm tired of the whole affair. 


Courtesy of Rapid-Standard Co., 
Grand Rapids 
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BUDGETS AND THE CERTIFIED PUBLIC ACCOUNTANT 





WALTER R. BUNGE, CPA 
Budget Director 
Allis-Chalmers Manufacturing Company 






UNIVERSAL APPLICABILITY 

Budgeting is no less applicable and important to the small business than it is 
to the large one. The budget of a large business is simply the composite of multiple 
budgetary units of small sectiors of that business. 

Whether it knows it or not, every business management actually performs 
some of the functions of budgeting. It must plan ahead, it must coordinate its activi-' 
ties, and it must use principles of budgeting in pricing, even though these functions 
are performed informally and nc actual written budget exists. In such cases the 
accounting system sometimes lacks that applicability to the problems of manage- 
ment which a good budget induces. 








ACCOUNTING ADAPTED TO MANAGEMENT 

Budgeting links accounting and management. It links past experience with 
plans for the future. Since one of the chief objectives of accounting should be to 
contribute to management, the adaptability of an accounting system to budgetary con- 
trol along management lines is an excellent measure of the effectiveness of the 
accounting system. The installation of a budget sometimes wmints out the need for 


revisions in the accounting system which make that system more adaptable to the  ] 
needs of management. 








INADEQUACY OF CUSTOMARY ACCOUNTS 

The ordinary accounting system stops short of certain administrative require- 
ments. Something more is needed for management, Cost Accounts are designed to 
‘determine the cost of a product or a unit of the product. They are useful in the 
determination of Cost of Sales, of Inventory, and for pricing. They show cost variances, 
but they are in terms of components of the product. There are many areas in which 
they do not point out to management specifically the departments or the individuals who 
are responsible for the variance in costs. 

General Accounts are necessary for statement purposes, for the S.E.C., annual 
reports, and a number of other things. But neither do they point an accusing or an 
approving finger at just that area which needs attention or which is deserving of com- 
mendation, nor do they indicate if an approved plan is safely being followed. 








BUDGETS ARE THE ANS WEF. 

The budget, on the ucher hand, is designed to give to management the essential 
information to control the men and the activities of an organization. It is functional 
and administrative in viewpoint. Management appoints people to whom it delegates 
areas of responsibility. These people in turn appoint others to whom they delegate 
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parts of their responsibility. A good budget follows this line of organization, forcing 
the responsible persons to plan ahead, to coordinate these plans, to have them approved, 
and then to live with them; and yet it gives them flexibility in operation. In this way 
it follows exactly the organizational line of authority in following authority with 
accountability. It links accounting to management in the language of management. 


WHO SHOULD TAKE THE LEAD IN BUDGETARY CONTROL? 

Businessmen, and those who influence the thinking of business, and those who 
reflect the thinking of business through writing and talks are coming to feel that 
accountants have of necessity to work more for the government and its agencies than 
for their own businesses. They feel that the accountants o -ht to fill the gap of infor- 
mation which management lacks but needs to run its business, but they are afraid the 
accountants are too pre-occupied with other things. 

Your clients may now be using budgets. If they are, are those budgets really 
effective or could you improve them? If your clients are not budgeting, you may be 
Sure that many of your clients’ competitors do budget. Why not give your client the 
Samp advantage? If you do not enter into the field of budgeting, and encourage your 
Clients to do so, someone else will. It is quite possible that that someone else may be 
of a non-professional character. Consultants who begin working with shop layouts, 
often wind up with changing the accounting system, and the next step is the budget. 
Why don't you start at the budget and the accounting system -~- with which you are 
eminently familiar? You know the client, you know his accounting system, and you 
know good accounting. You are the logical professional group to install budgetary 
control. 





WHAT A BUDGET IS 

Perhaps we should define a budget. It is really nothing more than a written 
and approved plan of operations and the effects of those operations expressed in terms 
of dollars. The structure of the budget follows primarily the organization plan of the 
company and secondarily the “hart of Accounts. It indicates what everyone will do 
under a given and variable set of conditions and what the composite effect of all those 
activities will be. 

How complicated is a budget? Just as complicated as the business which it 
reflects. It is the plan of operations of that business and is just as simple or complex 
as is the business. But if it is therefore complex, it is a complexity with which you are 
already familiar. 





HOW A BUDGET IS ESTABLISHED 

In order to establish a budget for the coming year, it is necessary to deter- 
mine the approximate range of volume within which the company will operate during 
that year. Because of the importance of this factor, the first consideration in estab- 
lishing a budget is usually the anticipated level of sales. When this has been 
established, the more detailed plans of the manner in which the company will spend 
its money are developed. Every level of management from the president down to the 
foreman participates; everyone who spends the company’s money is required, under 
appropriate guidance, to estimate what he will do for the coming year at the anticipated 
level of operations. He does this for every applicable account. He is then also re- 
quired, or he should be, to indicate the effects on those plans if the unforeseen 
develops; if operations are much higher or much lower than is anticipated. This is 
done in every department and the regular form of statement which the department 


head normally receives is used as a work sheet. This prevents the introduction of a 
new unfamiliar form. 
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It should be stressed here that, these budget estimates are made by the persons 
who operate the departments and spend the money and that they are not made by some- 
one sitting in an office, guessing what will be done or forcing arbitrary decisions on . 
operating heads. The whole atmosphere of the budget is cooperative planning and 
action and not the creation of a pressure device. 

The various budgets are then consolidated, fitted together, coordinated, and 
balanced. At ‘his state, adjustments may be made to provide for smoother operation, 
These adjustments are cleared with tho8e who originated the first estimates. Finally, 
all of the information is put together just as it would be from the accounts at the end 
of the year. The difference is that this year has not yet happened. Thus a working 
pilot model is developed. This pilot model can be adjusted to determine the effects 
of various contingencies and of fluctuations in volume. Burden rates are determined, 


breakeven points are computed and a projected balance sheet and cash budget are 
prepared. 








THE FOLLOW-UP “BUDGETARY CONTROL” 
After the budget is finally accepted and approved, it becomes the standard 
with which to compare actual expenses and income during the year. As statements 
are issued periodically, actual results are very similar to those usually prepared 
by a company, except that ordinarily items of income and expense are compared with 
those of the same month of the previous year and the figures for the year-to-date are 
compared with corresponding figures of the previous year. With budgetary control 
the actual figures are compared with what they ought to be this year -- with figures 
that are already accepted as satisfactory. Variances are thus readily apparent and 
“management by exception” is possible. Scrutiny of budget statements saves a great ® 
deal of time because the management knows what each figure ought to be and devia- 
tions are highlighted. It gives management assurance that vital points are not over- 
looked and also that department heads will know what to do in case the unexpected 
happens. 
If deviations develop into trends, a projection of those trends combined with 
new current information forms the basis of new forecasts of what is likely to happen 
for the remainder of the year. These may indicate a new and fairly accurate picture 
of changes in the profit, cash, and balance sheet positions. 








WHAT ABOUT COST? 

With all of its advantages a budgetary control program is not costly. In fact, 
I believe that it costs nothing. It costs no more to prepare a statement comparing 
actual expenses with the budget than it does to prepare a statement comparing actual 
expenses with prior expenses. Even the process of budget establishment is no more 
costly, and could very well be more efficient, than the hit and miss, frequently repeated 
bw} less thorough planning which is done where no budget exists. Futhermore, formal 
planning, the results of which are written down where everyone can get a good look at 


them, are far more accurate, better coordinated, and much more likely to be carried 
out. 








NECESSARY QUALIFICATIONS 
To successfully establish a budget program, one should have an understanding @ 

of the accounting system as it is and as it should be. Furthermore, one should under- 

stand the operations of the company. This includes what happens in the shop or behind 

the scenes of a store as well as what happens onthe sales floor or in the field. In 

addition, one should be familiar with the problems of management, the things manage- 

ment is most likely to need, both for effective control and the making of decisions. 
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Finally, one should be familiar with economics both as applied generally to industry 
and as applied specifically to the company in question. 

This is not quite as formidable as it sounds. These are matters of vital 
interest and should be quite familiar to everyone in business. The more technical 
and more detailed aspects can be obtained from the people within the company itself. 


BENEFITS FROM BUDGETING 
Wha: does a budget as:omplish? A well-designed, complete and integrated 
budget will go a long way toward accomplishing the following important objectives: 





(1) It requires that managerial employees plan ahead and crystalize their 
thinking. This includes all levels of management from the foreman or 
Supervisor of a department to the president. 


(2) It induces coordin::ion and cooperation of functions and departments 
and results in a well-balanced plan of operation. 


(3) It provides standards of comparison. These standards (the well- 
thought-out plan of operation, or budget) are far better as a basis for 
comparison than the previous year or other period which may not in 
itself have been satisfactory in all its aspects. The budget thus permits 
management by exception, saves time, and gives assurance to management. 


(4) It provides a proving ground for new policies or for testing possible 
changes, such as wage rate changes, pension plans, and new fields of 
endeavor or changes in emphasis. 


(5) It trains management replacement material. This is one of the most 
important requirements of management. Anyone who has the basic 
qualities of leadership and intelligence and has passed through successively 
higher jobs, in each one planning ahead, testing the outcome of his plans, 
finding out what is wrong with operations and doing something about it, 
and learning to coordinate his activities with those of other branches of 
the company, will have one of the best backgrounds available for a 
managerial position. 


BENEFITS TO THE ACCOUNTING PRO ESLIO: 

Many of you are in the public practice of Accountancy. What would it mean 
to you or to your firm and how would you benefit if you would offer your clients a 
professional service of installing budgetary control systems and acting as a consultant 
on budgetary matters? It would do these things: 





(1) It would provide a means of giving your clients additional service 
of exceptional value. 


(2) It would establish a closer and continuing relationship with your 
client. This is true even after the installation, on a consultation basis. 


(3) It would provide off-season work. The client would be no more 
eager than you to work on budgetary installation with you when he is 
engaged in the throes of annual closing, and you with his audit. 





VOL. II, NO. 2 ® @ Page 10: 


(4) In offering a consulting service in budgeting, the public accountant 
would tend to prevent inroads by some non-professional firms in this 


aspect of what could and really ought to be a part of the accounting 
profession. 
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